Modelling the macroeconomic consequences of oil shocks for the Indonesian economy, 1973-1991 by Thaha, Atifah
University of Wollongong 
Research Online 
University of Wollongong Thesis Collection 
1954-2016 University of Wollongong Thesis Collections 
1994 
Modelling the macroeconomic consequences of oil shocks for the 
Indonesian economy, 1973-1991 
Atifah Thaha 
University of Wollongong 
Follow this and additional works at: https://ro.uow.edu.au/theses 
University of Wollongong 
Copyright Warning 
You may print or download ONE copy of this document for the purpose of your own research or study. The University 
does not authorise you to copy, communicate or otherwise make available electronically to any other person any 
copyright material contained on this site. 
You are reminded of the following: This work is copyright. Apart from any use permitted under the Copyright Act 
1968, no part of this work may be reproduced by any process, nor may any other exclusive right be exercised, 
without the permission of the author. Copyright owners are entitled to take legal action against persons who infringe 
their copyright. A reproduction of material that is protected by copyright may be a copyright infringement. A court 
may impose penalties and award damages in relation to offences and infringements relating to copyright material. 
Higher penalties may apply, and higher damages may be awarded, for offences and infringements involving the 
conversion of material into digital or electronic form. 
Unless otherwise indicated, the views expressed in this thesis are those of the author and do not necessarily 
represent the views of the University of Wollongong. 
Recommended Citation 
Thaha, Atifah, Modelling the macroeconomic consequences of oil shocks for the Indonesian economy, 
1973-1991, Doctor of Philosophy thesis, Department of Economics - Faculty of Commerce, University of 
Wollongong, 1994. https://ro.uow.edu.au/theses/1321 
Research Online is the open access institutional repository for the University of Wollongong. For further information 
contact the UOW Library: research-pubs@uow.edu.au 
University of Wollongong Thesis Collections
University of Wollongong Thesis Collection
University of Wollongong Year 
Modelling the macroeconomic




Thaha, Atifah, Modelling the macroeconomic consequences of oil shocks for the In-
donesian economy, 1973-1991, Doctor of Philosophy thesis, Department of Economics -
Faculty of Commerce, University of Wollongong, 1994. http://ro.uow.edu.au/theses/1321
This paper is posted at Research Online.

MODELLING THE MACROECONOMIC CONSEQUENCES 
OF OIL SHOCKS FOR THE INDONESIAN ECONOMY 
1973 - 1991 
A thesis submitted in fulfihnent of requhements 
for die award of degree of 
Doctor of Philosophy 
from 
Department of Economics 
THE UNIVERSITY OF WOLLONGONG 
by 
Ir.(UNAND) Atifah Thaha 







I certify that the substance of this thesis has not already been submitted for any 
degree and is not bemg currently submitted for any other degree. 
I certify that any help received in preparing this thesis, and all sources used have 




This thesis is concerned with developing a dynamic long run macroeconomic model 
of Indonesia, focussing upon the contribution of oil developments upon that economy's 
income, investment, wealth, balance of payments, and trade performance. The model 
mcorp orates the main characteristics of the oil sector m the Indonesian economy, 
emphasising the crucial role of government in the distribution of oil production for domestic 
usage and for export, and the spending of oil generated revenue upon consunqition 
(routine) and investment (development) (equivalent to a caphal transfer to the private 
sector) expenditure. While focus is placed upon oil developments, the model is sufficiently 
general for analysing the economic eflfects arismg from non oil shocks and that arising from 
a wide range of poUcy options. 
A niunerical simulation procedure is adopted to identify how the domestic economy 
is affected by oil related shocks, and how such outcomes can be altered through the 
adoption of altemative poUcy responses. The roles of ahemative nominal exchange rate 
poHcies, combined with diflferent degrees of control over mtemational capital mobihty, are 
also incorporated, in order to capture the impact of such pohcies upon the domestic 
economy. This is particularly prevalent in the context of an economy such as Indonesia's, 
which is engaging in extensive economic hberaUsation. 
The study indicates that the influence of the oil sector on the Indonesian 
macroeconomy has been significant over the long run, and that this has been more so from 
oil price shocks in comparison to that of oil production shocks. A dynamic and long run 
analysis is adopted in order to identify the most appropriate poUcy responses in order to 
moderate the possible Dutch disease effects, and to enhance the benefits arising from such 
oil shocks. 
The major results of this study suggest that adopting a more development-oriented 
poUcy (investment) towards additional oil revenue, would moderate the Dutch disease 
consequences, inqirove the longer term economic development of the economy, and also 
smooth the adjustment process. The opposhe would be so from stimulating consun^tion 
expenditure. Adoptmg a more export oriented poUcy towards oil production worsens the 
Dutch disease consequences, however this would be compensated by a greater 
accumulation of net foreign asset stocks and vice versa. 
It is also found that a flexible exchange rate policy, combined with perfect 
intemational capital mobihty, is a preferable response to an oU price increase, wMst 
adopting a flexible exchange rate, together with high degree of control over intemational 
capital mobihty, is a preferable response to an oil production increase. Hence adopthig a 
more market oriented policy, that leads to a greater role for the private sector and closer 
mtegration with the global market economy, is found to be preferable for the case of 
Indonesia. 
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